
150.1 

CONVENTIONS OF BALANCE-OF-PAYMENTS ACCOUNTING 
 

1. BOP accounting is a system of double-entry bookkeeping with debits (dr) and credits (cr). It is customary to 

represent credits as "+" entries and debits as "-" entries. 

2. Exports of anything (goods, services, gold) are represented as credits (+). Note that loss of gold is therefore a "+." 

This should emphasize the danger of trying to interpret "+" as a good thing and "-" as a bad thing. 

3. Imports of anything (goods, services, gold) are represented as debits (-). 

4. Payments of dividends, interest, royalties, etc. are treated as if they were for services. If we receive an interest 

payment from Britain, we treat the payment as a payment for the services of the U.S. capital. Hence, we have 

exported a service to Britain, and enter the interest as a "+". If we pay dividends to foreigners, we have imported the 

services of their capital. A minus entry (import) must be made.1 US BOP practice is now to list income services 

separately from other types of services. 

5. A capital inflow is an increase in our liabilities to foreigners or a decrease in our foreign assets. Capital inflows are 

credits (+). 

 Example: The purchase of stock in USX Corp. by a British resident is a capital inflow. 

 Trickier example: If I put a dollar in an envelope and mail it to a foreigner I have caused a capital inflow. Why? 

Because the dollar is a liability of the U.S. to foreigners. Moral: Memorize the definition of inflow. Do not try to 

figure out whether something is flowing in. And see item 10, below. 

6. A capital outflow is the opposite of an inflow. It is a decrease in our liabilities to foreigners or an increase in our 

foreign assets. An outflow is recorded as a debit. (-). 

7.      Financial assets are sometimes divided arbitrarily into short-term and long-term. A long-term asset has a maturity 

date of over one year (or an indefinite maturity as with a stock). A short-term asset has maturity of one year or 

less. Since it is possible to make a short-term investment in a long-term asset, this distinction is not used any 

longer in U.S. balance-of-payments accounting. But you might come across it in historical tables or the accounts 

of other countries. 

8. Direct investment involves investment by firms in foreign affiliates. It is a form of capital flow and is considered 

long term. The establishment of a plant in Germany of a U.S. firm is a long-term capital outflow (increase in our 

foreign assets). Current practice is to define affiliation as 10% or more equity ownership. 

 

Sample transactions: 

 

U.S. barters $100 for exports for $100 of imports. (countertrade). 

 

 

   cr    dr 

    +     - 

exports 100 

imports     100 

                     
1 Do not confuse an interest flow with a capital flow. The latter is discussed in items 5 and 6. However, the payment of 

interest is typically made via a capital flow. 
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Don’t be alarmed.  Credits 
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U.S. sells $100 of wheat to Russia for $100 in gold. (An unusual transaction but one 

which occurred in the 1960s.) 

        

                   +        - 

exports (wheat) 100 

   

govt. gold                 100 

 

 

U.S. sells $100 of wheat abroad and receives $100 of foreign demand deposits. 

 

        

           +         - 

exports            100 

 

U.S. assets     

  abroad 

   Demand 

   Deposits                   100  

 

     outflow: our foreign demand deposits increased 

 

 

U.S. buys $100 of radios from Taiwan and pays in dollars (a check on U.S. bank). 

 

        

     +   - 

imports (radios)    100 

 

Foreign assets  

in U.S.: 

  Demand 

  deposits        100  inflow: demand deposits in U.S. of foreigners increased 

 

 

U.S. buys $100 of British stocks with $100 in British demand deposits held by 

Americans. 

 

        

       +     - 

U.S. assets abroad: 

    Stocks                100 

      

                              outflow = increase in U.S. holdings of foreign  

                              stocks 

    Demand    100 

    deposits 

 

   inflow = decrease in U.S. holdings of foreign demand deposits 

Note: Gold transactions between 

governments are put in separate 

accounts. Private gold transactions 

are treated as ordinary exports and 

imports. 

Note: Exports are usually accompanied 

by capital outflows. You should be able 

to see that if the foreigner had paid 

with a check drawn on a domestic U.S. 

bank, there would still be a dr entry. 

Note: Imports are usually accompanied 

by capital inflows. 
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British Treasury uses $100 of U.S. demand deposits to buy gold from U.S. 

Treasury. 

 

     +   - 

Foreign assets    

  in U.S.: 

  Demand deposits             100 

      

                           outflow = foreign demand deposit in U.S. reduced  

 

Govt. gold  100 

 

British citizen uses $100 U.S. demand deposit to buy $100 of U.S. Treasury  

bills. 

 

     +   - 

Foreign assets    

  in U.S.: 

  Demand deposits             100       

                                          outflow 

 

  Treasury bills 100    inflow 

 

9. In general, residents of a country are considered to be "in" the country and foreigners are considered to be outside. Thus, 

transactions between residents and foreigners enter the balance of payments. Transactions between residents and 

residents, or foreigners and foreigners do not enter the balance of payments. U.S. tourists abroad are considered to be U.S. 

residents and their purchases of foreign services (e.g., hotel rooms) are treated as U.S. service imports. Similarly, when 

foreign tourists visit the U.S. and buy our services, these transactions are treated as U.S. service exports. Subsidiaries are 

treated as foreign or domestic depending on where they are located. Thus, the London office of the Chase Manhattan 

Bank is treated as a foreigner. Transfers of funds between Chase Manhattan New York and Chase Manhattan London are 

treated as inflows and outflows just as would be transactions between Chase Manhattan New York and a British owned 

bank in London. On the other hand, transactions between Chase Manhattan New York and a New York subsidiary of a 

British bank would not enter the balance of payments because both are American. 

 

 There is an exception to this rule. At one time, earnings by U.S. subsidiaries abroad did not show up in the U.S. 

balance of payments unless they were actually remitted. If actual remission occurred, a credit (+) for the export of the 

services of our capital was recorded. But if the subsidiary did not choose to remit (say, for tax reasons), no entry appeared. 

To avoid this arbitrariness, the current method is to assume (i.e., pretend) that the earnings of subsidiaries were remitted 

(a credit or + in the export account for the parent firm in the U.S.) and then reinvested back in the subsidiary abroad (a 

direct investment outflow).2 The example below illustrates the treatment of a $100 pretend dividend/reinvestment of a US 

subsidiary abroad. (The reverse takes place when subsidiaries of foreign firms do not remit earnings to their parents 

abroad.) 

                     
2 If the pretend transactions are not recorded, a discrepancy would open up between the flow accounts of the balance of 

payments and the stock accounts of assets and liabilities abroad.  If a subsidiary of a U.S. parent firm reinvests earnings 

into itself, U.S. assets abroad rise.  But, in principle, the stock at any time should add up to the flows leading up to that 

period.  They won’t if reinvested earnings are not reflected in the flows. 



150.4 

 

 

     +   - 

Exports (income) 100   

 

Direct Investment   100   

                                     Pretend dividend invested 

                                     back into subsidiary 

 

 

  Pretend receipt of dividend by parent from subsidiary 

 

 

10. Foreign aid and private donations by the U.S. imply gifts to foreigners of either goods or IOUs of the U.S. that 

can be used to purchase goods. The acquiring of goods by foreigners (U.S. exports) is a credit (+). The acquiring 

of U.S. IOUs by foreigners represents a capital inflow (+) To balance the accounts, a category of "unilateral 

current transfers" is created. 

 

 Thus: if U.S. gives away $100 of demand deposits: 
 

       +   - 

Foreign assets in   100 

U.S.(demand deposit) 

 

Unilateral current transfers   100  foreign aid  

 

    Inflow: they acquire U.S. demand deposits 

 

11. As time passes, the various accounts are constantly being debited and credited as transactions occur. However, 

the double-entry system ensures that total credits and total debits are always equal. Thus, all the accounts when 

added together add to zero3 (since credits are + and debits are -). However, no particular account need add to 

zero.2 If over a quarter or a year, there may be net capital inflows or outflows. The U.S. computes its accounts 

quarterly. These appear in the Survey of Current Business. Each account represents a flow of some type. Thus, 

the quarterly flows can be added together to form yearly accounts. 
 

12. The various accounts can be added together to form "balances." 

 

 Examples: 

(1) Exports of goods-imports of goods is called the “trade balance” or “merchandise trade balance.” 

(2) Exports of goods & services-imports of goods & services. This is essentially X-M in the GDP. 

(3) Exports of goods, services, & income–imports of goods, services and income plus unilateral current 

transfers is called the "current account." The flows in the current account must be financed by 

offsetting capital flows in the financial and capital accounts. 
 

 

 

                     
 
2 Since actual collection of data is faulty, real world credits and debits do not sum to zero. Balance of payments tables 

report an entry entitled "statistical discrepancy" to balance the books. 
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13. A final note of caution for users of balance of payments statistics: The data collected for the balance of payments 

accounts often show erratic fluctuations from period to period. It is advisable to look for ongoing trends rather than base 

judgments on short-term fluctuations. This advice is particularly important with regard to the monthly balance of trade 

data published by the Commerce Dept. Apart from actual data errors, individual transactions can produce large swings in 

particular accounts which are later seen to be transitory blips. 
 

 

 

Note: Change in U.S. Balance of Payments Procedures 
 

Effective beginning with the publication of the June 1999 U.S. balance of payments tables, the U.S. Department of 

Commerce announced a slight change in the presentation of certain accounts. 

 

Two kinds of gift transfers were split off from "unilateral transfers" and placed on a new line called the "capital account." 

The first is migrant transfers consisting of goods and assets taken by migrants as they leave or enter the U.S. (Thus, 

migrant transfers not involving leaving or entering the U.S. will remain in the redefined unilateral current transfers 

account.) The second is debt forgiveness by the U.S. government to foreign governments. 
 

Both of these gift categories involve relatively small amounts of money typically. The current account continues to 

consist of exports and imports (goods, services, income) and what is called (beginning with the June 1999 tables) 

"unilateral current transfers." The capital account, defined above, will not be part of the current account. 

 

"U.S. assets abroad" and "foreign assets in the U.S." are termed the "financial accounts," beginning with the June 1999 

tables. 

 

Updates on accounting practices for the U.S. balance of payments appear in the Survey of Current Business. 


